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STAKEHOLDER PERSPECTIVES ON REAU-
THORIZATION OF THE EXPORT-IMPORT
BANK OF THE UNITED STATES

THURSDAY, JUNE 30, 2011

U.S. SENATE,
SUBCOMMITTEE ON SECURITY AND INTERNATIONAL TRADE AND
FINANCE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Subcommittee met at 10:06 a.m., in room SD-538, Dirksen
Senate Office Building, Hon. Mark Warner, Chairman of the Sub-
committee, presiding.

OPENING STATEMENT OF CHAIRMAN MARK R. WARNER

Chairman WARNER. Good morning, and I want to welcome every-
one to this hearing of the Subcommittee on Security and Inter-
national Trade and Finance, “Stakeholder Perspectives on Reau-
thorization of the Export-Import Bank of the United States.” I
want to mention, as I was going down and introducing myself to
the witnesses, a number of them said, “Hello, Mr. Chairman,” and
I realized that while I have had the chance to sit temporarily in
this chair before, I have never been addressed that way since it
seems not that long ago—it was not that long ago that I was the
last seat on the dais down to the right, so I am anxious to—I look
forward to chairing this hearing with my good friend, the Ranking
Member, Senator Johanns, and we look forward to a productive
morning.

The hearing this morning adds to the oversight record of the full
Banking Committee on the Export-Import Bank. Last month Chair-
man Johnson held a hearing in the full Committee with Chairman
Hochberg of the Bank. The Senate also recently confirmed two of
the Bank’s Board members. Those hearings are important not just
for the normal oversight of the Committee, but because of the
Bank’s authorization is set to expire on September 30th of this
year. A new reauthorization must be signed into law before that
date in order for the Bank to continue operating. That sounds
strangely reminiscent of another issue which we have got a dead-
line fast approaching.

This reauthorization will take place during a period that may be
as important as any in the Bank’s history. A core objective of the
Bank is to support American jobs, and the President has outlined
a national export initiative that seeks to double American exports
within 5 years. This initiative could not come at a more critical
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time for job creation in this country. Although the United States
remains the largest exporter in the world, it trails a number of
countries in terms of trade as an percentage of GDP, and obviously
we face increasingly sophisticated competition, especially at the
high end of the value-added global supply chain. And it is remark-
able to see countries like Brazil and China and their enormous ex-
port gains in the last few years and how some of their export sup-
port organizations compete with us.

Obviously, this hearing and this reauthorization could not come
at a more critical time as we talk about the Brazils and the Chinas
and the emergence of the EU countries because other export credit
assistance organizations around the world are, again, becoming
more competitive.

The financial sector, as we all know, is still recovering from the
crisis of 2008, again, making the Bank’s actions even more impor-
tant. And some of the deals that Ex-Im supports, such as infra-
structure and development in poorer countries, have never been the
high-yield, low-risk deals that the finance sector would prefer. So,
again, with the gaps in traditional financing, again, making the
role that Eximbank plays more important.

On top of that, as I mentioned earlier, Eximbank faces increasing
competition from foreign export credit agencies. While the members
of the G-7 and other countries submit to negotiated limits on credit
assistance, developing economies such as China, Brazil, and India
do not adhere to those limitations. In the face of this new form of
competition, the Bank must have the resources and the flexibility
to compete.

However, these resources and any flexibility cannot come without
heightened transparency and accountability, and we cannot expect
the Bank to be more competitive without being more efficient.

The Bank, like many agencies, has a reputation for being bu-
reaucratic and slow. While current leadership has done work to ad-
dress this issue, the reality at the Bank is we need to ask if more
can be done. In order to become more competitive, Eximbank must
become more efficient. We have to look at whether new metrics and
accountability measures can make the Bank a more attractive and
customer-friendly source of financing for America’s exports and, as
a result, help further the policy objective, including its core mission
of supporting American jobs.

There are a number of topics that I look forward to hearing from
the panel on, and we will get to our witnesses in a moment, but
I would like to turn it over to Senator Johanns, my friend and
Ranking Member, for his opening comments. And it is great to see
my colleague Senator Bennet here. I know he will have some lucid
comments as well at the opening, and then I will introduce the wit-
nesses, and we will go forward.

Senator Johanns.

STATEMENT OF SENATOR MIKE JOHANNS

Senator JOHANNS. Well, let me start out and say thanks to the
Chairman for holding the hearing today. As we can see from the
deadline that is approaching, this is just an enormously important
opportunity to look at what the Bank is doing.



3

As a former Secretary of Agriculture, I witnessed firsthand in a
very real way the value of strong export policy. But I know I speak
for the Chair and for myself when I say we also witnessed the im-
portance of strong export policy when we were Governors, when we
first had an opportunity to work together.

It is without question certainly that one element of a robust ex-
port system is a strong Export-Import Bank. When I traveled the
globe working on various trade agreements, financing was always
a key point. I always asked myself how our global trading partners
were accessing capital. That is where the Export-Import Bank
comes into play, and it is why the Bank’s programs are so impor-
tant.

It is without question that the Bank plays an important role in
supporting the export of American-made goods and American-pro-
vided services. This goes for large companies, but I also want to un-
derscore that it needs to also apply for small ones, too.

During the last reauthorization, many changes were made to im-
prove the structure of the Bank, including economic impact proce-
dures and enhanced small business efforts. It is my hope that we
can build upon these previous changes and determine if there are
additional reforms that the Committee should consider. Fundamen-
tally, we are asking what is working and what is not.

Because there are billions of potential global customers in both
the emerging and the established markets for goods and services,
we must ensure that we get them into consumers’ hands across the
globe. We must do all we can to make sure we have a robust mar-
ketplace for our goods in other parts of the world.

Well, I look forward to hearing the testimony of the witnesses
today and I look forward to working with my friend and colleague
Senator Warner on a timely reauthorization.

Chairman WARNER. Thank you, Senator Johanns. And he does
bring special expertise, a former Cabinet Secretary of Agriculture,
and we had many opportunities to talk about export opportunities
as Governors, and he is a great partner in this effort.

Senator Bennet, do you have an opening statement?

STATEMENT OF SENATOR MICHAEL F. BENNET

Senator BENNET. I would just say, Mr. Chairman, thank you for
holding the hearing. Thank you for your leadership of the Com-
mittee. There is a lot of concern in my State about how we are
going to get this economy back on track and what we are going to
do about the jobs that have been permanently lost in this recession.

Every single month during the course of this recession, when we
saw the job loss numbers, we also saw the productivity index rise.
Firms were figuring out how to do what they were doing already
with fewer people, and we have got to put folks back to work. And
one of the critical ways of doing that is making sure that these ex-
port markets are as robust and as open as they can be for Amer-
ican goods and products.

So the hearing is important. The work that the Bank does is crit-
ical to that, and I look forward to hearing the testimony.

Thank you, Mr. Chairman.

Chairman WARNER. Thank you, Senator Bennet. Again, I think
we have all used the term, and I think probably the witnesses will
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reaffirm this, that 95 percent of all the future customers for Amer-
ican businesses are abroad, and this is the opportunity we have.

Before I introduce our witnesses today, I would like to state that
I have several statements from Bank constituencies who have
asked that their comments be part of the record. If there is no ob-
jection, I will enter those into the record. Without objection. And,
of course, the Committee will consider these statements in the
work in the future, and the record will stay open after the hearing
for other statements.

Chairman WARNER. I will now turn to our panel. We have four
witnesses today, each with a different perspective on the Bank.

The Honorable Osvaldo Luis Gratacés, Inspector General, Ex-
port-Import Bank of the United States. Mr. Gratacos and I apolo-
gize.

Mr. GRATACOS. You are more close than other people.

[Laughter.]

Chairman WARNER. Mas o menos?

Mr. GRATACOS. Mas o menos.

Chairman WARNER. ——was sworn in as the second Inspector
General of the Export-Import Bank of the United States on October
18, 2010. Mr. Gratacés had been serving as the Acting Inspector
General since October 2009. Before his nomination, he served as
Deputy Inspector General and Counsel to the Inspector General.
Mr. Gratacos joined the Eximbank OIG from Motorola where he
worked as a commercial counsel, and before joining Motorola he
served as attorney adviser and as legal counsel to the Inspector
General at USAID.

Our next witness after that will be Mr. Clay Thompson, director
of Global Government Affairs, Caterpillar. Clay Thompson joined
Caterpillar in 1997 and from 1997 to 2005 held positions of increas-
ing responsibility in Caterpillar’s legal department. He left the
legal department in January 2005 to become Caterpillar’s emerging
markets strategy integration manager—that is a mouthful—for
Caterpillar China and in August 2007 was named managing direc-
tor of product for Caterpillar’s joint venture operations in Japan.
In April 2009, Mr. Thompson returned to the United States to be-
come director of Caterpillar’s Corporate Government Affairs De-
partment here in Washington. He currently serves as treasurer of
the U.S.—ASEAN Business Council and chairman of the Council of
U.S.-Indonesia Business Committee. Mr. Thompson, thank you for
being here as well.

Mr. Doug Norlen, policy director, Pacific Environment. Mr.
Norlen is policy director for Pacific Environment, serving on staff
since 1995. Mr. Norlen specializes in the reform of multilateral
trade and finance institutions and bilateral export credit agencies,
obviously ECAs. In 2000, Mr. Norlen was appointed by U.S. Sec-
retary of Commerce Bill Daley and U.S. Trade Representative
Charlene Barshefsky to be the first environmental representative
to the USTR’s Industry Sector Advisory Committee for Paper Prod-
ucts. Mr. Norlen, thank you for being here as well.

Mr. David Ickert, Air Tractor Inc. on behalf of the Small Busi-
ness Exporters Association. Mr. Ickert, vice president-finance of Air
Tractor Inc. of Olney, Texas. Air Tractor is a small business en-
gaged in the manufacture of agriculture and forestry firefighting
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airplanes. The company has been in business since 1972 and is now
100 percent employee owned.

We look forward to the testimony of everyone, and let me ac-
knowledge at the front end that Senator Johanns has got to step
out about 10:35 or so, so if we could try to—I know we give every-
body 4 to 5 minutes and try to adhere to that, I would like to let
Senator Johanns get a first round of questioning in before he has
to step out.

Mr. Gratacés, if you could start your testimony, and then we will
go down the line. Thank you.

STATEMENT OF OSVALDO LUIS GRATACOS, INSPECTOR
GENERAL, EXPORT-IMPORT BANK

Mr. GRATACOS. Thank you, Mr. Chairman, Ranking Member
Johanns, and Senator Bennet. Thanks for the opportunity to testify
in front of you today about Eximbank and the OIG and the chal-
lenges the Bank is facing. Before I continue, I would like to thank
the Almighty for this opportunity, my family, and the members of
the OIG staff.

In my remarks I will provide a brief history of the Office of In-
spector General and some of its accomplishments. Then I will dis-
cuss some of the challenges and operational weaknesses that
Eximbank is facing in performing its mission.

Eximbank OIG was created by law in 2002, but the IG did not
officially take office until August 2007. Since reaching its current
staffing levels, the OIG has achieved noticeable success. Specifi-
cally, my office has issued 20 audit and special reports containing
over 85 findings, recommendations, and suggestions for improving
Eximbank programs and operations.

On the law enforcement side, we have actions totaling 64 indict-
ments and arrests, 9 convictions, 14 guilty pleas; and over 190
management referrals for enhanced due diligence efforts. And we
currently have 37 matters under investigation covering over 500
transactions and $350 million in claims paid by Eximbank.

Since 2009 the total overall IG financial impact is approximately
$250 million, all of this with 11 staff, including myself, and a budg-
et of $2.5 million.

Eximbank is the official credit agency of the United States. It is
experiencing an accelerated growth in the last few years. In order
to provide a more effective and competitive environment, Eximbank
needs to address some of its operational weaknesses. Some of these
are—and we will talk in more detail later, but replacing an aging
and ineffective IT infrastructure. The current IT infrastructure is
old, fragmented, does not adequately support the Bank’s mission or
business needs, limits the Bank’s ability to meet the market de-
mands, and it requires manual inputs, leading to human errors.

Lack of centralized and comprehensive participant data base that
would allow the Bank to capture and track all the participants and
all the transactions at once also limits our ability to do forensic
work when we are doing proactive actions. Currently my office is
undertaking a comprehensive audit of the IT systems, and we hope
to have a report by next month that we can share with the Bank.

Number two, reducing transaction approval times for short-term
and medium-term programs. Eximbank recognizes this ineffective-
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ness in its process and is looking for ways to improve it. At the
same time, my office is commencing an evaluation and review of
the process to see where we can improve the business processes
and improve the deficiencies of the Bank.

Number three, the Bank needs to develop annual performance
plans to measure programs and product effectiveness. This is some-
thing that my office has shared with the Bank, and the Bank has
acknowledged the need to do this. So after discussions with my of-
fice, the Bank has agreed to develop performance plans starting in
fiscal year 2012.

Finally, we think that the Bank needs to continue its efforts to
meet its small business goals. As you know, the Bank charter im-
poses a 20-percent small business participation requirement on all
the authorizations per year. Eximbank has exceeded this mandate
in the last 2 years and is expecting to exceed this mandate again
in 2011. Some of the steps the Bank has taken to achieve this are
the Global Access Forum, some educational forums that they do in
different States, and also Webinars where small business can actu-
ally learn about the Bank products and steps.

Chairman Warner, Senator Johanns, Senator Bennet, and distin-
guished Members of the Subcommittee, thank you once again for
the opportunity to testify before you today, and I would be pleased
to respond to any questions you may have.

Chairman WARNER. Thank you for your comments. I look for-
ward to the questioning opportunity.

Mr. Thompson.

STATEMENT OF CLAY THOMPSON, DIRECTOR, GLOBAL
GOVERNMENT AFFAIRS, CATERPILLAR, INC.

Mr. THOMPSON. Good morning, Mr. Chairman, Ranking Member
Johanns, and Senator Bennet. Thank you very much for the oppor-
tunity to be with you today.

In my written statement, I describe Caterpillar, Inc., and our
global business model in some detail. I will not repeat all that for
your this morning, but I do want to make sure you understand that
Caterpillar is committed to its significant U.S. production base. We
are investing $1.5 billion just this year toward expanding produc-
tion capacity in the United States. Much of that additional capacity
is intended to allow us to better serve our key export markets
where our industry is growing rapidly and where our global leader-
ship is being threatened by both our familiar competitors in Eu-
rope, Korea, and Japan, as well as new entrants emerging from
China and India.

Caterpillar customers have utilized Eximbank financing at rel-
atively moderate levels in the past decade. We anticipate, however,
that Eximbank will play a more significant role going forward due
to at least two developments we are currently seeing in the mar-
ketplace and also noted in the Chairman’s opening remarks.

First is the limited appetite of commercial lenders for large infra-
structure project financing, especially in key emerging markets. We
believe going forward that export credit agencies like Eximbank
will play an important role, enabling us to improve access in
emerging markets where commercial banks need credit enhance-
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ments to support large project loans and augment commercial bank
capacity.

Second, we are seeing other sovereign export credit agencies tar-
geting these strategic markets and partnering with our competitors
to aggressively pursue the types of large infrastructure and mining
projects in which we historically compete very favorably.

In terms of the size and level of aggressiveness of global ECA ac-
tivity, we fear the United States is being left behind.

Make no mistake. Eximbank is a valuable tool for U.S. exporters,
including Caterpillar. However, it could be much more effective and
more competitive with other global ECAs.

To enable this success, certain structural changes are necessary.
My written statement focuses on three such issues that are most
relevant to Caterpillar, and I will quickly summarize those this
morning.

First, the Bank should be reauthorized with an expanded financ-
ing limit. With approximately 90 billion in commitments already
outstanding, the Bank is nearing its current $100 billion cap. In-
creasing the cap to $160 billion should create sufficient flexibility
to allow the Bank to compete with other ECAs.

Second, Eximbank should revise its local content policy. At 85
percent, Eximbank’s local content requirement is simply out of
whack with the rest of the world. The next lowest content percent-
age requirement belongs to Austria, at 50 percent.

Finally, the cargo preference barriers should be removed. The
Bank’s interpretation of a 1934 congressional resolution requires
most transactions receiving direct loan or guarantee support from
Eximbank to be shipped by a U.S.-flagged vessel. Due to the severe
limitation in U.S.-flagged cargo capacity, this requirement drives
cost increases and time delays that customers are simply unwilling
to accept. In my written statement I describe a real-life example
where the cargo preference requirement adds $6 million to a poten-
tial customer’s costs. It is not surprising that this requirement is
leading customers to request that we source equipment to serve
their order from outside the U.S. so that they can utilize more com-
petitive and flexible ECA financing from other countries. If
Eximbank is to truly become a competitive ECA fully supporting
U.S. exporters and their employees, the cargo restrictions must be
lifted.

In conclusion, I would like to stress that Eximbank is a good in-
stitution staffed by dedicated and hard-working employees. The
Bank, however, is being constrained by several structural inhibi-
tors that keep it from being globally competitive. Removing con-
straints such as the ones I have described this morning will im-
prove competitiveness and support U.S. job growth going forward.

Thank you for your time and attention.

Chairman WARNER. Thank you, Mr. Thompson. I might just add
I had the opportunity growing up of living outside of Peoria, where
Caterpillar obviously had a dominant position, and it really is one
of the great American success stories, so I appreciate your com-
ments.

Mr. Norlen.
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STATEMENT OF DOUGLAS NORLEN, POLICY DIRECTOR,
PACIFIC ENVIRONMENT

Mr. NORLEN. Good morning, Chairman Warner, Ranking Mem-
ber Johanns, and Senator Bennet. Thank you for the opportunity
to testify on the renewal or reauthorization of the charter of the
Export-Import Bank.

I would like to speak today about three areas of public interest
reforms that we believe are necessary to improve the effectiveness
of Eximbank. These relate to agency accountability, climate
cha}rllge/renewable energy, and promotion of alternative export
paths.

Regarding agency accountability, Congress should require
Eximbank to establish an independent accountability mechanism.
Accountability mechanisms assess complaints from people and com-
munities who claim to be adversely affected by projects supported
by public banks, including problems caused by breaches of bank en-
vironmental and social policies. Such mechanisms are increasingly
the normal at public finance institutions, such as the World Bank
Group, the Asian Development Bank, the European Bank for Re-
construction and Development, EBRD, and the U.S. Overseas Pri-
vate Investment Corporation, OPIC, as well as many others. These
mechanisms are different from the Offices of Inspector General,
which focus more on financial problems such as fraud, waste, and
abuse and agency efficiency.

In contrast, independent accountability mechanisms have prob-
lem-solving and conflict resolution features as well as policy com-
pliance functions and advising services which provide recommenda-
tions to management on improving policies and procedures based
on real-world experience.

In our 15 years of engagement of banks on projects in Africa, the
Caucasus, Latin America, Asia, and Russia, we have seen many ex-
amples of these kinds of mechanisms addressing impacts to com-
munity while enhancing project outcomes and improving agency ac-
countability, which ultimately decreases project risks to Eximbank
and its clients. Unfortunately, we have seen too many cases in
which public banks without accountability mechanisms finance
projects that resulted in local opposition, and sometimes uprisings,
which could have been avoided but ultimately resulted in higher
risks to these banks and their clients. I would be happy to provide
you with examples upon request.

Regarding climate change, as the world deals with the worsening
effects of climate change, including severe weather patterns, melt-
ing polar ice, and increasing wildfires, it is incoherent public policy
to provide Government financing for the rapid expansion of carbon-
polluting energy projects. Despite Eximbank’s new carbon policy
and President Obama’s pledge to phase out fossil fuel subsidies,
Eximbank financing for fossil fuel projects has skyrocketed to a
record $4.5 billion last year. Congress should curb Eximbank’s fos-
sil fuel financing.

Meanwhile, a more productive approach for Eximbank would be
to support more renewable energy and energy efficiency exports
which would have the simultaneous impact of helping to address
climate change and promote significant U.S. job and manufacturing
growth. According to a British Petroleum statistical review, renew-
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able energy consumption grew 15.5 percent in 2010. The Pew Cen-
ter for Global Climate Change predicts annual investment in global
renewable energy markets of $106 to $230 billion by the year 2020.

While Eximbank has made a worthy effort and has increased re-
newable energy financing, the GAO has found that the agency has
consistently failed to meet a legal directive set through congres-
sional appropriators for the agency to allocate 10 percent of its an-
nual financing for renewable energy and energy efficiency. Con-
gress can, therefore, bolster and enforce the congressional appropri-
ators’ directives by integrating the annual 10-percent target in the
Bank’s charter while increasing the Bank’s capital authority alloca-
tions that are specifically linked to renewable energy and improve
Eximbank’s ability to finance renewable energy upstream in the
manufacturing process.

Thank you very much for the opportunity to testify today, and
I look forward to your questions.

Chairman WARNER. Thank you, Mr. Norlen.

Mr. Ickert.

STATEMENT OF DAVID ICKERT, VICE PRESIDENT, AIR TRAC-
TOR, INC., ON BEHALF OF THE SMALL BUSINESS EXPORT-
ERS ASSOCIATION

Mr. ICKERT. Chairman Warner, Ranking Member Johanns, Sen-
ator Bennet, thank you for allowing me to have this opportunity to
testify on the reauthorization of Eximbank. I am David Ickert, vice
president of finance of Air Tractor.

It is my pleasure to submit testimony to the Committee on why
Air Tractor and the Small Business Exporters Association strongly
support the reauthorization of Eximbank.

Our support for the reauthorization of Eximbank is deeply rooted
in the experiences of Air Tractor—experience with exports,
Eximbank, and job creation. I will relate some of the experiences
of Air Tractor, but this is a much broader and deeper story than
Air Tractor. I believe this is story of many small business exporting
companies and businesses across our Nation, and maybe even more
compelling, it is the promise of the vast potential that exists in this
country with many small business that could be exporting but are
not. This potential, when it is properly nurtured and developed,
will yield jobs.

Air Tractor is a small business engaged in the manufacture of
agricultural airplanes and forestry firefighting airplanes. As stated
earlier, we have been in business since 1972, and we are 100 per-
cent employee owned. We have one location: Olney, Texas. Olney
is a small rural town 100 miles west of Fort Worth and 200 miles
east of Lubbock, Texas. The population of Olney: 3,000.

In 1994, we began exploring ways to find financing for our end-
user customers outside the United States. At that time, 10 percent
of our sales were export sales. With research and study, we ended
up with two key partners: a commercial bank and Eximbank, both
of those.

In 1995, we did our first medium-term transaction—and that is
what most of ours are, medium-term transactions with the Bank—
to send two planes to Spain. Since that time we have sent 50
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planes to the Spanish market and not again have we had to use
Eximbank, but Eximbank was key in getting us into that market.

Since that time we have completed over 80 medium-term trans-
action deals with Eximbank. For calendar year 2010, we completed
20 and we anticipate 30 in 2011. It is worth noting that in those
80-plus transactions that we completed with Eximbank, we have
never filed a claim with Eximbank.

It is instructive maybe to look at the employment and the cor-
relation of export sales of Air Tractor since 2007. At the end of
2007, we had 165 employees. That year 36 percent of our sales
were export sales. In 2008, 197 employees; 45 percent of our sales
were export sales. In 2009, 204 employees; 49 percent of our sales
were export sales. The year ended 2010, we had 220 employees; 56
percent of our sales were export sales.

Thus, while the headlines throughout the country reflected a
growing unemployment for this period, Air Tractor created jobs.
For the period of 2007 through 2010, our employment grew 33 per-
cent. Our percent of exports grew 55 percent. It is not coincidental
that these two factors grew in lockstep. The growth of exports has
been a significant contributor to the jobs at Air Tractor in recent
years, and Eximbank has been a significant reason why we have
been able to grow those jobs. As I said, we went from 10 percent
in 1995 to 56 percent in 2010. So at the end of 2010, with 56 per-
cent of our sales exports, there were 100 people in Olney, Texas,
that owed their jobs to exporting.

During 2010 we did exports to 14 different countries. Now, that
is significant for a small business like us, but it is not near what
the world holds for us, and so we have a lot more promise to ex-
pand our international footprint.

International sales, export sales are the reason that we will be
able to continue to grow and expand and maintain jobs in Olney,
Texas.

Bank Chairman Hochberg has done a very good job in promoting
small business commitment at the Bank. Other administrations
have not been as committed, so we think it is very important in
the reauthorization consideration that the small business language
that now exists be highlighted and be continued in the current re-
authorization.

During 2010, we paid $300,000 in fees to Eximbank, and we were
glad to do it. We had no expenses—or no claims, so it was a good
deal for everybody. As Chairman Hochberg made the comment in
the January speech, “The Bank makes money. What a wonderful
situation. Everybody wins—including the U.S. taxpayer.”

Olney, Texas, is my hometown. It is a place that is great to live
in and work in. I described it before when I was describing it. It
is a town with three red lights and a Dairy Queen. I am proud of
it. But it is not exactly what you think of when you think about
an exporting town. But my point is if we can do it in Olney, Texas,
small businesses can do it all over the United States. But we need
the help of Eximbank.

Thank you.

Chairman WARNER. Well, thank you, Mr. Ickert. Very impressive
story, and, you know, in an effort to reinforce the spirit, we want
to show you that not everybody in the Senate always argues with
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each other, and as opposed to the Chairman going first, I am going
to let my friend——

Senator JOHANNS. That is not true.

[Laughter.]

Chairman WARNER. I am going to let my friend, the Ranking
Member, take the first round of questions, recognizing his time
constraints.

Senator JOHANNS. I had better jump in here before Senator Ben-
net objects.

Mr. Ickert, you have a great story to tell and I know from experi-
ence that there are a lot of small businesses in my State of Ne-
braska and really across the country that would love to be in your
chair telling the same story. So my question to you is, you have
had success in accessing the international marketplace. Others
have not, and maybe it is because it just looks too complex, too
challenging. I do not know. There could be a whole host of reasons.
But if you were to give us advice on what we would do in the reau-
thorization specifically to try to boost our efforts with small busi-
nesses accessing the export market, what would you tell us?

Mr. ICKERT. Delegated authority, I think, would be a continued
step toward small business, where they could go to banks and
places, groups, close to them to get not only advice, but under-
writing and help. Another big thing, I think, and it is not the sub-
ject of the reauthorization, but it is appropriations for the Bank,
where the Bank would have the proper administrative budget and
also the proper IT infrastructure to be able to move deals along
quickly. They have got to have those tools, and the quick turn-
around time, I think, is essential, especially to small businesses, in
embracing exporting. Seeing deals done, seeing success breeds
more opportunities and more attempts for them to go into the mar-
ket.

Senator JOHANNS. Great. Like I said, you have a great story and
I would love to see that story repeated across our country, because,
like I said, I have seen businesses that want to be in the export
market. They would even spend the money to travel with me on
trade missions. Some would be successful, like you have experi-
enced. Others, they just could not quite figure out how they could
do it. And so anything that we can do that would be helpful would
be very positive.

Mr. Thompson, you are kind of on the other end of the spectrum.
You are certainly a large enterprise, very familiar with the export
market. I would like you to give me a practical example, if you
would, about the content requirement, because as you know, that
is a very, very sensitive issue. But give me just a practical descrip-
tion about how that can be a stumbling block to actually doing
more business in the export arena.

Mr. THOMPSON. Well, the range of Caterpillar’s local content for
equipment manufactured in the U.S. is roughly from 70 percent to
about 88 percent, so when you talk about our product that qualifies
for full Eximbank financing support, it is a pretty narrow slice,
so—and you have to remember, we are bidding competitively for
truck deals in places like Indonesia, cited in my written statement,
against competitors who are coming in with very aggressive bids.
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So the fact that such a narrow slice of our product is even eligi-
ble for full financing is a problem, and if you cannot get full financ-
ing from your home Eximbank, it is almost guaranteed that other
countries will come in with full financing for their locally produced
product. So it sets us at a competitive disadvantage once we get to
the financing discussion with customers, there is no doubt about it.

Senator JOHANNS. Mr. Gratacés, you talk a little bit about expo-
sure limits. These days, one of the things uppermost in everybody’s
mind is concern about putting the taxpayers on the dotted line, if
you know what I am saying. Describe for me your comfort level in
us going from $100 billion to $160 billion, which I think is the
House proposal, and witnesses here have supported that, because
there is exposure here, as you know. I would like, just from your
standpoint as somebody who kind of looks over this and is looking
out for the taxpayers’ interests, give me your comfort level on us
taking that next step.

Mr. GRATACOS. Well, I think raising the ceiling for the authoriza-
tion levels is something that the market is asking for. So I think
this Subcommittee should consider moving the ceiling up. Whether
or not it is along the lines of the House proposal is something for
this Subcommittee to debate.

We think that the real exposure on the Bank side will be enhanc-
ing the due diligence practices on the medium-term side and short-
term side. If you look historically, the long-term side has low
claims. On the medium-term side is a different story. So I think the
real challenge will be to improve the due diligence practice on that
side.

Having said that, I think the Bank historically has demonstrated
it has been able to handle the increases on authorization levels
since its inception. There will be some matters that we will be look-
ing at down the road in terms of risk management practices be-
cause of the concentration, risk concentration on the portfolio,
which is on the transportation side, but that is something that we
will be talking to the Bank down the road.

Senator JOHANNS. OK. Great. Thank you, Mr. Chairman.

Chairman WARNER. Thank you, Senator Johanns.

I want to pick up on a couple lines of questioning that Senator
Johanns started with. One is on the local content percentage—and
this is directed to Mr. Thompson, but if anybody else on the panel
wants to weigh in, please feel free—the challenge, particularly as
we see other ECAs have more flexibility, it becomes difficult with
the goal to kind of increase American jobs, as Senator Bennet men-
tioned, how you mention with the number here. What kind of
thought has been given? Clearly, the kind of old definition of what
is local content versus kind of the component part make-up at this
point and the more global supply chain is really different. Are
there ways to think about this issue other than on a percentage
basis kind of in that definitional space around local content?

Mr. THOMPSON. Well, I think what we see other countries
doing—Canada, for example, they do not even talk about a local
content requirement. They talk about, more broadly, whether a
transaction benefits the economy or the employment base of the
local country, and other countries adopt a bit more of that type of
test.
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It is, as I said, a bit short-sighted in our view to have an 85 per-
cent local content requirement that only considers actual physical
piece parts, does not take into account R&D and other marketing
services that may have taken place within the U.S. to facilitate the
ultimate sale of a product. From a job creation standpoint, it is
only going to benefit Caterpillar to lower that content requirement.
That means more of our product will be financed. That means more
of our product will be built. That means more of the people assem-
bling that product in Decatur, Illinois, and other places will be em-
ployed and so on and so forth back through the supply chain that
we robustly use here in the U.S.

Chairman WARNER. Has there been any thought from industry
about an either/or, either 85 percent or if you can demonstrate
more jobs and investment that would come from not having the
strict percentage? Has anybody worked down to that detail? We
have had a lot of kind of off-line discussions with folks about this
issue and I know it is challenging, but have people looked at alter-
native definitions?

Mr. THOMPSON. Well, certainly the either/or example you throw
out would be an improvement over what we face now, but we
would probably prefer to see that percentage dropped even under
the either/or scenario. And, you know, that is going to create ad-
ministrative challenges for the banks to measure a less quantifi-
able standard, but when you look at the overall competitive situa-
tion we are in, we think that is preferable to the situation we are
in now.

Chairman WARNER. Let me also ask—and this is for both Mr.
Norlen and Mr. Thompson, I am going to come back to Mr. Ickert
in a couple minutes—we talk about, and I think you raise a good
point in your testimony, again, that for a long time, other than
ECAs, there was not a lot of backstop for emerging markets, long-
term financing, and now we have got the circumstances of, again,
the Chinas of the world trying to make aggressive policy moves in
those countries. Yet the credit risk analysis, the underwriting
standards for some of these countries have got to be a little more
challenging. Mr. Norlen also talked about the notion of how we
make sure we move forward with our, I think, appropriate goals
around climate change.

But there may be—do you have a different underwriting stand-
ard for those type of deals? And I just am curious, comment-wise,
how we achieve these policy goals—and Mr. Gratacés, if you could
also comment, as well—at the same time making sure that we
maintain the high underwriting standards that the Bank has had
to make sure that we get a return on taxpayer investment. We can
just go down the list, and I am going to come back for a second
round with Mr. Ickert.

Mr. GRATACOS. Yes. I think that the way for the Bank, like any
other bank, to actually conduct different due diligence standards
based on the risk associated with the transaction. Either when you
look at a market that you have no experience with, there is actu-
ally a set of due diligence steps that you can take to address the
situation, and it depends on the products, too. If you look at the
history of the product, the likelihood of having a default in the long
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term is much less, historically speaking, than if you look at the me-
dium-term or short-term.

So in those transactions, given the new areas that the Bank is
expanding in, the knowledge or limited knowledge of the market
and the lack of current information on some of the borrowers, I
think the Bank had no choice but to enhance the due diligence
standards, looking at either financial statements or any other steps
that they can take to minimize the risk that they are undertaking.

Chairman WARNER. All right. Mr. Thompson and Mr. Norlen,
and then I will move to——

Mr. THOMPSON. I might comment just briefly, just to clarify a lit-
tle bit on some of the assumptions behind the environmental poli-
cies the Bank encourages. It should be remembered that the lever-
age of a supplier in these types of transactions is limited. So if
there is a coal mine bid, for example, and Caterpillar mining trucks
are being considered for the bid, our mining trucks built in Deca-
tur, Illinois, operate with the cleanest diesel engine emissions capa-
ble anywhere in the world.

If we do not get that deal because our financing package from
Eximbank is not as competitive or Eximbank declines to support it,
that deal is going to go to a company—someone is going to be min-
ing that coal using equipment that probably is not as environ-
mentally responsible as ours.

Chairman WARNER. Mr. Norlen.

Mr. NORLEN. Mr. Chairman, it is very important for the U.S.
Government to do more internationally through the OECD and
through the G-20 to press other governments for higher environ-
mental standards. But as discussed by many panelists today, some
of the projects that we are dealing with in some of these countries
are extremely high-risk projects which pose risk to the U.S. Gov-
ernment, to Eximbank, and thus to the American public.

We need to take measures that reduce the risk of environmental
and social harm and thus reduce the risk of potential opposition to
projects, and that can take many forms. We have seen instances
when local people have formed roadblocks. We have seen instances
where governments have expropriated projects, sometimes on the
basis of growing frustration because of a lack of concern for envi-
ronmental and social risks.

It seems interesting to me that we would compete with other
countries on the basis of who could increase the greatest amount
of risks to themselves. It seems illogical to us. And so we need to
do better. We need to incorporate independent accountability mech-
anisms and improve standards, and that ultimately will benefit the
U.S. Government and the U.S. public and the clients, as well, in
the end.

Chairman WARNER. Thank you. I will come back to another
round.

Senator Bennet.

Senator BENNET. Thank you, Mr. Chairman, and with your in-
dulgence, I am going to go off topic. I am going to come back to
this, but I cannot resist because of Mr. Thompson’s personal experi-
ence to ask him what, based on the experience of Caterpillar in
China—I met with your counterpart over there in Beijing with the
American Chamber of Commerce. If you could give us some
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thoughts about that market in particular, stepping away from the
Eximbank conversation, and what you see as the real barriers and
the real opportunities in China for our exporters. What is it that
we can do?

There is a lot of discussion about the rising GDP there versus
here. We still obviously have a huge GDP per capita compared to
the Chinese that presents an enormous opportunity if we can fig-
ure out a trade arrangement that actually makes sense. And since
you are here, I think it is important to take the opportunity to hear
your wisdom on that.

Mr. THOMPSON. Thank you, Senator. I can only speak for our in-
dustry, at least knowledgeably, and China is one of the most, if not
the most, rapidly growing market for our products and services in
the world. So it is a place that we specifically see the competitive
landscape for leadership in our industry playing out right now. We
have to compete there. We have to compete effectively there.

There are challenges there and things like local procurement and
indigenous innovation and currency issues have been discussed
here in another context to a great extent. We are very encouraged
by the commitments that President Hu made in his state visit ear-
lier this year on the local procurement and the indigenous innova-
tion side to make sure that that is a more even playing field than
it has been historically, and we are seeing those commitments
being followed through in China, so that is very encouraging.

You know, Caterpillar has a little bit different perspective on this
in terms of the potential competitive landscape. In the 1980s, when
currency levels were where they were, Komatsu from Japan was
making huge headway against us in the global marketplace and
the Japanese industry in general was seen as a big threat and
there were companies that went to the Government and asked for
certain levels of protection and there were companies that buckled
down and said, this is a challenge and we need to improve our
game and compete more effectively. Caterpillar chose that latter
route, and in looking back on it, that made us a much, much
stronger company and into the leader that we are today. That is
sort of how we are viewing the Chinese landscape, as well. And we
have seen waves of this from Korea and other places, as well.

As long as we have got a level playing field in which to compete,
and we think the signs are heading that way, we are excited about
the opportunity in China. It is a huge growth opportunity for us.

Senator BENNET. Thank you. I wanted to follow up on some of
the questions from the Chairman with Mr. Norlen and Mr.
Gratacés. My understanding is that according to GAO, from 2003
through the first half of 2010, renewable energy constituted 0.23
percent of total Eximbank financing exports, despite the Congres-
sional goal that you talked about, Mr. Norlen, of 10 percent. And
from Colorado’s standpoint, our clean technology energy industry
grew at a record 32.7 percent in the last 5 years, and we are not
alone. This is happening all over the country. It is a huge part of
America’s business outlook.

I know a lot of exports question whether Eximbank’s lending pat-
terns are doing enough when it comes to clean technology goods
and services, so I would like to hear you specifically delineate what
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you think the challenges have been to meeting that 10 percent goal
and what we can do to advance that cause.

Mr. NORLEN. Thank you, Senator. One of the interesting things
in the GAO report was a comparison between Eximbank’s efforts
to promote renewable energy and meet that mandate and its efforts
to meet its small business support mandate, and it found that it
had met its small business support mandate, largely by integrating
this mission more deeply into all the different departments and
programs, in other words, wiring it more deeply into the DNA of
the agency.

Eximbank’s renewable energy promotion program is a bit more
stovepiped. We have identified several ways that we think can
help. One, the 10 percent target that we have mentioned is an Ap-
propriations Committee-set target which has to be returned to
every year, and that is a bit, I think, frustrating for all concerned,
and if that was in the charter, I think that would be taken a bit
more seriously and would have a little bit more rigidity to it.

Second, we believe that, for example, if some of the increase in
capital authority for Eximbank is linked to specific renewable en-
ergy targets and if there are disincentives to not meeting that
through the capital authority extension, such as withholding cap-
ital authority when they do not meet that target, that that might
help, as well.

Increased assignment of staff, of existing staff and management
to the task could also potentially help. With small business, there
is any number of staff and officials within Eximbank that are spe-
cifically tasked to this. Ex-Im Bank currently has a pretty small re-
newable energy, energy efficiency department, and these and many
other somewhat practical and simple measures, we think, could
greatly help.

Mr. GRATACOS. I think I kind of agree with some points that Mr.
Norlen made regarding the staffing and some of the other steps.
But I think we have to take that report it into context, put into
context. There was a report issued by the Department of Commerce
talking about renewable energy exports for 2009 and it only men-
tioned—there were $2.4 or $2.5 billion in renewable energy exports.
Well, Eximbank’s authorization levels for that year were about $24
billion, right, and so 10 percent of that will mean that every ex-
porter of renewable energy in the U.S. will have to be supported
by Eximbank to be able to meet the 10 percent of this authoriza-
tion. So it is good to put that into context when we look at the re-
port, and that is something that the GAO report actually acknowl-
edges in their report.

The second point is that there have been steps taken since that
were actually coordinated by the new Administration that are part
of the different marketing efforts that the Bank is taking. Before,
the Bank was pushing all of its products mainly through lenders.
It was a lender-driven situation. Now, they are doing some of the
steps that we mentioned before, which is taking the product toward
the exporter with all these events, and they have created some
products for renewable energy, like Solar Express and some of
these other products, and the hope is that at some point it will ac-
tually increase the levels of authorization to be able to get as close
as possible to that 10 percent.
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So there are some things the Bank could do better, like Mr.
Norlen mentioned, but also, there was some limitation because of
the market they were servicing.

Senator BENNET. That is helpful. Thank you. I would like to
thank all the witnesses. Mr. Ickert, thank you for your testimony.
It is a great story. And, Mr. Chairman, thanks again for having
this hearing.

Chairman WARNER. Thank you, Senator Bennet. I do not know
if you have got other questions. We could go back and forth, or are
you—all right.

Let me go to Mr. Ickert and Mr. Gratacés at this point, although
let me make one editorial comment about your question. I can see
you turned it on to get a response. I think Mr. Thompson’s com-
ment, celebrate the Caterpillar success story, and I want us to do
all we can to expand our trade opportunities with China. I am ac-
tually pleased that you think—the statement that the Chinese are
starting to move forward. You know, I do get concerned at times
that I think many American businesses have this eye of this won-
derful opportunity of the Chinese markets and sometimes sacrifice
standards, intellectual property, adhere to restrictions to get into
the Chinese market that they would not do for any other country
in the world and then complain to policymakers that we do not do
enough to push. Again, Caterpillar has got a pretty good record of
meeting the competition as long as there is that level playing field,
but I do think we need that level playing field.

Senator BENNET. I agree completely, and that is some of what I
heard when I was over there, is that people are so anxious to get
into the market, which we need to do, you need to do, but the idea
that the Chinese would be insisting that you give up your IP to do
that, you give up your manufacturing processes to do that, that is
a trade that we are going to regret someday if we make it.

So I think it is a combination of both, whatever business practice
it is you are doing to out-compete and whatever policy we can actu-
ally—you mentioned currency manipulation, for example. This is
an interesting topic, particularly in your industry, because as I un-
derstand it, what you are looking to do is manufacture in China
and export within—not export, but sell within that domestic mar-
ket, which means that maybe in that context, that issue is not real-
ly the real issue, the gating issue for you. But the other ones that
the Chairman mentioned may be more important, and we have just
got to find a path forward here so that we can build these exports.

Chairman WARNER. I agree, Senator Bennet.

Let me, Mr. Ickert, I want to come to some of your, again, tre-
mendous success story and how we see more of these success sto-
ries, not just in—it is Olney, Texas?

Mr. ICKERT. Yes, sir.

Chairman WARNER. Not just in Olney, Texas. I need them in
Martinsville, Virginia, as well. And you mentioned the kind of dis-
tributed authority, the ability from Eximbank to try to push some
of this decision making down, and I believe, Mr. Gratacés, Mr.
Ickert’s company would probably be in that short- to medium-term
financing as opposed to long-term infrastructure category. So—and
you, I think, appropriately pointed out those are tougher deals to
underwrite and go through.
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How do we get that balance right and what can we do in the re-
authorization legislation to get more success stories on the small to
midsize? I would like you to follow up more on the distributed au-
thority, and I would also like, Mr. Ickert and you, Mr. Gratacos,
to comment, and again, Mr. Thompson, you may want to weigh in
on tﬂis, as well, the fact that we have hard lots of criticisms of the
Bank.

I think there is a recognition that, as you just mentioned, Chair-
man Hochberg is trying to move this forward in a better way, that
there has been slow processing time, which is a particular burden
to small- and medium-size industries, kind of waiting for how long
to get through the bureaucracy. There was the 2010 competition re-
port that noted that, and I was happy to hear, Mr. Gratacods, that
you as the IG were looking at that, and I would be anxious to
know, is there kind of a defined goal? People ought to get an an-
swer by X-number of days when they have put their application in,
put their review process in. Or are you just trying to shorten the
process or actually get it down to a fixed number of days?

But, first of all, Mr. Ickert, if you want to comment on either of
those, and then Mr. Gratacoés.

Mr. ICKERT. Thank you, Mr. Chairman. As my testimony focused
on, it is about jobs and the potential for jobs, especially that small
business can create in this country, and I think that potential is
tremendous. I think President Obama was right on the mark with
the National Export Initiative and that we need to move forward
and push that deeper.

Now, it goes back to small business. A lot of small businesses in
this country are not exporting, but they could. One of the first
places I think a lot of them go to when they ask and say, what do
I do, where do I go, is probably their commercial bank. The more
that we could have delegated authority, and I know the bank does
have delegated authority now on the working capital, that it is in
the charter to do medium-term. But the more we can push, say, the
medium-term—that is what we use—medium-term delegated au-
thority out there and get the banks to be able to be familiar with
it, to use it, and so when that small business customer comes in
and says, what do I do, they can get not only answers, but guid-
ance and steps forward to success. Otherwise, I think there is prob-
ably a reluctance to—or maybe not even a reluctance as much as
not knowing where to go in Washington from Olney, Texas, or
wherever.

And the other thing is, along your questioning, is the fact of the
turnaround time. The turnaround time from our standpoint has
gotten much better under Chairman Hochberg’s administration,
but at times in other administrations, it has been very slow.
hCh%irman WARNER. Can I just ask one—interject one question
there?

Mr. ICKERT. Sure.

Chairman WARNER. Do you think your turnaround time—I like
Chairman Hochberg. I hope it was because of his administrative
changes. But do you think the turnaround time improved because
there was a change in Eximbank administration or do you think
it was because you had had a good track record of doing business
with Eximbank?
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Mr. ICKERT. I think actually it was probably a little bit of both,
but I think it had to start with the administration saying, we are
going to do things faster.

But, going back to small business and getting more small busi-
ness in the exporting, that time, that wait time, if it is 2, 3, 4
months, they are going to get frustrated and they are not going to
come back. So I think the turnaround time is very important. So
that goes back also to delegated authority. It goes back to having
the budget and the IT infrastructure to move deals through. But
it goes back from the administration at the Bank, saying we are
going to do a better job. We recognize we are not doing it as fast
and we are going to do better.

Chairman WARNER. But would you have as a goal—and we are
going to get to you next, Mr. Gratacos but is there—the thing I
wrestle with is some deals, having spent longer still on your side
of the dais than this side of the dais and as a business guy for 20
years and having done financing, some deals are tougher to sort
through than others. I guess the concern I have, if we had a set
deal and any approval needs to get an answer within 60 days,
which would be a great goal as business guys we might have, but
that might knock out certain more complex deals that you cannot
just get done in 60 days. Should it be more of a flexible rolling goal
of we want to get 80 percent of the decisions by X-number of days,
recognizing there are some deals that may be a little more com-
plex? Have you or the kind of the association of small- and me-
dium-sized businesses who are also wanting this time quicker, do
you have some specific proposals in that area?

Mr. ICKERT. Well——

Chairman WARNER. Or if you would like to think about it beyond
and get back into the record on some ideas

Mr. ICKERT. I could do that, but also, I think it is—there is—it
is incumbent on all parties. The exporter submitting the deal needs
to know that they have a responsibility to have vetted it and to
submit a complete package, and so, again, that goes back to the
education process. That goes back to the delegated authority. It
goes back to being hands-on in the field educating small business.

So, first of all, there is a responsibility there. I do think that you
are exactly on point as far as the complexity and that there should
be—there are some deals that are going to be outside of a time
limit. We like to see our deals through in 30 to 45 days. Sixty actu-
ally is a little bit long. But I think the main thing is if there is
communication back and forth, that people know the deals are
moving, they know where the complexities are, they know where
the issues are, that mitigates to a large extent the wait. It is when
they go in, you lose them, and you hear three or 4 months back,
which has been the case in the past, is not the case now. But that
discourages small business. That discourages job creation in this
country.

Chairman WARNER. Thank you, sir, and Mr. Gratacés, I would
be anxious to hear, again, what some of your work—you mentioned
your three points you were looking at. This kind of more agreed-
upon time line of getting back to folks, I would be anxious to hear,
and also the question of whether kind of a more standardized un-
derwriting process would lead to that quicker response.
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Mr. GRATACOS. Well, I like what Mr. Ickert said. I wish some of
the exporters were that responsible. He is saying that exporters
should know what they have to do.

I am going to address some of the points based on your question
and his question. First of all, delegated authority in the medium-
term program. It is a product that is relatively new. I think it has
been in place for about 3 years or so. It is not a product that has
been received well by lenders, and I think that is where the prob-
lem lies. There is some back and forth with lenders as to how the
degegated authority program should look like on the medium-term
side.

The reason is you look at the numbers. Only three lenders have
actually signed up for it insofar as information I have. Two of
them—one of them has not even finalized all the paperwork. One
of them finalized the paperwork with no deals. And then there is
one that has about 30-plus million dollars.

Chairman WARNER. And the reason why most of the lenders
have not signed up for this, do you have

Mr. ICKERT. Well, it depends who you ask. I mean, some—if you
talk to the Bankers Association of Finance and Trade, they are say-
ing, well, asking the bank to have some exposure on the deal,
which is a tradeoff for the delayed authority, has not been some-
thing that they would be looking at.

Mr. GRATACOS. They also alluded to the fact that that was part
of the honors requirements that the banks are imposing, but then
when we look historically, I went back in my office, went back and
looked to 2000 and 2011, we saw that the actual medium-term
transactions were going down even before some of these require-
ments were asked or imposed.

So the question is, is the market by itself using—minimizing the
use of medium-term in the ECA context? It is hard to tell. I think
from the Bank’s perspective, I believe there were 600-plus trans-
actions in 2000 worth $1.8 billion or so. It went down to maybe 200
transactions in 2009 with $600 million, and the last few years, it
actually had gone up, where this year the projection says that it
is going to be in the 300 to 400 transactions, $1.3 billion, almost
getting to that 2000 level.

So is it a matter of the product, that it was just created 3 years
ago, or is it that the bankers or lenders do not feel that it is a prod-
uct that they can benefit off? It is hard to tell at this moment. I
agree that it will have a benefit for the exporters, like Mr. Ickert
is saying, because it will expedite the process since some of the
work will be done by the lenders on the processing side.

Going back to the other questions that you have, and I believe
you said how is the IG review on the processing time, we are actu-
ally looking at the way to improve the entire process in terms of
the cycle time, and there are different levels of approval based on
the product or the program. If it is short-term, there should be a
set of times, if it is medium-term, and if it is long-term. Because
of the complexity of some of the deals that you alluded to, it is hard
to put the line on all medium-term products.

But I think in the case—I have not looked at the case of Air
Tractor specifically, but having someone who has no history of
claims, having someone who understands the process of exporting
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products and the Bank is familiar with may help expedite the
transaction, obviously, and that might be the case that he is experi-
encing. I think the Bank has realized that they have to do some-
thing about lowering the time, and I think there is a lot to be done
internally, where you can create internal deadlines within the
groups of individuals involved in a transaction and hold those divi-
sions accountable to minimize the length of the transaction. So if
we have some legal questions, if we impose performance measures
where we say, legal, you only have 5 days to turn around your con-
cerns, as opposed to spending 20 days looking at the legal argu-
ments.

You know, that is something the bank can do with no alteration
to the charter, no improvement in IT systems. I mean, this is some-
thing that goes in-house, and I think that is what we are looking
at, you know, how can we develop a process where the Bank can
actually lower the cycle time, can minimize the impact on the wait,
and can actually hold people accountable within the Bank, and I
think everybody will benefit from that.

And I think you may have—oh, and that shows, I think some-
thing we were talking about earlier, some of the issues that the
Bank has in terms of performance matrix. I mean, this would be
something that should be captured. It should be something meas-
ured. And that way, you know where your performance lags. And
I think that it goes with the whole view that we have from the top
of how we can improve the process of the Bank. But we are focus-
ing on short-term and medium-term first. Long-term, some of these
deals are more complex and so it is very hard to put the Bank in
a bind by asking them to get it done in X-number of days.

Chairman WARNER. Well, thank you, and I do want to give Mr.
Ickert one chance to respond on the delegated authority. It does
seem to me this is not appropriate, or I do not believe, at least, the
appropriate role of Congress to specifically instruct a date certain
for each deal review, but I do think the policy goal of trying to
shorten that process or at least make sure, as Mr. Ickert has point-
ed out, for first-time applicants that they hear from the bank so
they do not just kind of go into this waiting period forever and pol-
icy goals that might not be X-number of days for every deal, but
a goal that 90 percent of the deals in what category would be done
at legal within 5 days. You have got to leave some out for those
complex deals because this is not all cookie-cutter.

Mr. Ickert, do you have any comment about the fact that not so
many institutions are taking on this delegated authority oppor-
tunity?

Mr. ICKERT. I think that, as he stated, there is some concern on
the Bank about how much exposure they have, and I think that is
where the discussion seems to have a shutdown. If we could have
more emphasis from the Bank, the Ex-Im Bank, with the commer-
cial banks to try and draw these people in, I think there is some
room to negotiate and move forward. But I think it is on the matter
of how much exposure the banks have.

But the ultimate thing that we get to, if Eximbank is at $35 bil-
lion in authorizations now and their staff is stretched, their budget
is stretched, and we—I was at EBC last week. They did $88 billion
last year. If we are going to go to those kind of numbers, we have
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got to look further than just 811 Vermont on how we move deals
through the channel, and delegated authority seems to be, in my
humble opinion—and understand, I am from Olney, Texas, that the
banking system is there and it would

Chairman WARNER. Your numbers have been pretty good the last
three or 4 years, so keep going.

[Laughter.]

Mr. ICKERT. That the banking system is there and delegated au-
thority would be a way to be able to get a system to move more
deals through and create more jobs in this country.

Chairman WARNER. I have got one last question I just want to
raise, and I think, Mr. Gratacos, you raised it, and I believe, Mr.
Thompson, you raised it, as well. I find it interesting when we have
areas like Eximbank where we have a, I think, a success story, but
a success story that is under competition from abroad, that is mak-
ing money, that my inclination is that we need to expand the au-
thority if we are going to reach this goal and we need more Ickerts
up here telling these small- and medium-sized success stories, that
we still seem to have this kind of desire amongst some in Congress
to micromanage the administrative half of the budget, and I may
be a little biased having a telecom and IT background, but the no-
tion that we would not put in place advanced IT systems to try to
be able to speed up this processing time, to be able to assist the
staff, seems a bit short-sighted to me, and I know that was one of
the points you raised, Mr. Gratacés, but maybe we can let, if there
is any of the other panel that wants to comment on that, and then,
Mr. Gratacés, you get the last word on that issue. Does anyone
want to raise a comment on that?

Mr. THOMPSON. Well, Senator, this may be more responsive to
the last question than your most recent question, but I think Cat-
erpillar does hear from customers frustration about the slowness of
the Bank. To a certain extent, customers are always going to com-
plain about the slowness of a bank. But I think it is important to
remember there is the credit side and the policy side of the Bank,
and I think the type of IT investments and the other process im-
provements that we are talking about here would definitely speed
up the credit side.

I think, respectfully, it would be important, though, for Members
of the Committee to remember as you are thinking about this
issue, the policy side, as well. To the extent that we are trying to
implement public policy through the Bank, and to the extent we
are going sort of beyond OECD requirements in doing that, those
steps all require a level of transactional due diligence at the trans-
action level that add to this slowness, certainly relatively to other
global ECAs.

So I am maybe thinking too much in my neighbor’s head here,
but it seems a little bit unfair for Congress to say, Eximbank, you
have to go faster, but on the other hand, here are a bunch more
requirements we want to make sure that are implemented as a re-
sult of these financings.

Chairman WARNER. Mr. Thompson, I am shocked. You are saying
that Congress might put out contradictory messages?

[Laughter.]

Mr. THOMPSON. Uh——
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Chairman WARNER. Mr. Gratacos.

Mr. GRATACOS. It is Government.

[Laughter.]

Mr. GRATACOS. He has a point. I think to be more competitive,
the Bank needs to upgrade its IT system. I think there is no ques-
tion about it. It is one of those areas of the Bank where everybody
understands is a problem, and I have raised this point before. We
are a big advocate for the Bank to be able to get the resources, not
only IT-wise but also staff-wise. I mean, look at the growth of the
Bank the last six, 7 years. Keeping the same levels, staff levels, for
the past 10 years, the portfolio has grown significantly.

Because of my position, my concern will always be how is that
money going to be invested, and my concern always has been if we
advocate, because we think it is something the Bank needs to be
more competitive, but make sure that there is a comprehensive
plan in place where all the business needs and processes are in
place so that you can actually make the Bank competitive from the
operational side and, therefore, provide better customer service in
the long run and to be able to meet the demands that the U.S.
market is presenting.

Chairman WARNER. Well, I would like to very much thank the
panel, I think, for a very good discussion. It has helped me and my
thinking on this issue. I think you have all brought a very inter-
esting perspective.

As I said at the outset of the hearing, we will add additional tes-
timony from folks who could not join us today. I know there was
particular interest from Thea Lee from the AFL-CIO and Owen
Herrnstadt from the Machinists. I think their testimonies are going
to go at the issue that we spent some time on today in terms of
the issue of content, which we all have that policy goal of advanc-
ing American jobs and business, and, Mr. Norlen, I believe as well
as you, in a way that takes advantage of these new business oppor-
tunities as well as the valid environmental issues you raise, and
that is the question of whether a fixed percentage is the only way
to go at it when this is an issue that deals with not just domestic
content, local content, global supply chain, margin allocation, com-
pany financing. It is more than just a fixed percentage, and I think
there are examples of other ECAs around the world who have
taken a different approach that have shown some success.

But we do at the end of the day need to recognize, as most Mem-
bers have made—most of the testimony and I think all the Mem-
bers, we have got a credit deal here and we have got a policy goal,
and trying to get that balance right and trying to get it right in
a way that we can get timely responses. The Caterpillars and the
large companies understand this. There are a host of other small-
and medium-sized businesses that need to duplicate your record
and get advantage of the kind of success story you have got and
we think Export-Import Bank can be a big piece of that. I think
we have got to look at an expanded authority if we are going to
stay competitive. So this Subcommittee will work and work with
the full Committee and we hope to move forward on this reauthor-
ization.
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As I indicated at the outset for my colleagues who are not here,
the record will remain open for the next 7 days and they may have
some written questions for you all.

Again, I thank the witnesses, and with that, the hearing is ad-
journed. Thank you all very much.

[Whereupon, at 11:25 a.m., the hearing was adjourned.]

[Prepared statements, responses to written questions, and addi-
tional material supplied for the record follow:]
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PREPARED STATEMENT OF SENATOR MARK KIRK

I would like to thank Chairman Warner and Ranking Member Johanns for hold-
ing this important hearing.

I support reauthorizing the Ex-Im Bank before its mandate expires on September
30, 2011. As a self-sustaining agency, it carries no cost to the taxpayer. In fact, it
has earned $4.5 billion in revenues for the U.S. Treasury since 1992.

Support from Ex-Im remains important for multinational companies as well as
small- and medium size enterprises across the U.S. Caterpillar, for example, em-
ploys 23,000 people in Illinois and has benefited from $300 million of the Bank’s
financing since 2006. Since 2007, Ex-Im also provided financing to 180 small busi-
nesses across our State.

As we work to reauthorize Ex-Im, I urge this Committee to adopt commonsense
reforms to render Ex-Im a more competitive and effective global export credit agen-
cy. Foremost, I support increasing Ex-Im’s lending cap to $160 billion by FY2014,
consistent with the level that passed the House Committee on Financial Services
on June 22, 2011, as part of the Securing American Jobs Through Exports Act of
2011 (H.R. 2072).

I believe the Committee should lower the domestic content requirement for Ex-
Im supported exports. According to the Chamber of Commerce, current policy “fails
to account for the present day reality of global supply chains which exporters need
to maintain their international competitiveness.”

Additionally, I support the recommendations made by Ex-Im’s Office of Inspector
G];aneral to streamline Ex-Im programs and operations and to stamp out fraud and
abuse.

Without these reforms, Ex-Im stands to lose additional ground to its global com-
petitors. Despite recent increases in export volumes, Ex-Im still finances less than
5 percent of U.S. exports. In 2010, China supported over three times the amount
of medium- and long-term official export credit volume than the United States.

Ex-Im’s mission remains critical to maintaining U.S. competitiveness, opening
new markets for our employers and creating American jobs. However, it is no re-
placement for sound tax and trade policy that provides necessary incentives to keep
jobs in the U.S. and gives American companies the tools to compete globally. In ad-
dition, we must curb the regulatory zeal of Washington’s bureaucrats, which threat-
ens to drive jobs abroad.

I look forward to working with my colleagues to reauthorize the Export-Import
Bank of the United States.

Thank you.

PREPARED STATEMENT OF OSVALDO LUIS GRATACOS
INSPECTOR GENERAL, EXPORT-IMPORT BANK

JUNE 30, 2011

Good afternoon, Chairman Warner, Ranking Member Johanns, and distinguished
Members of this honorable Subcommittee.

Thank you for the invitation and opportunity to testify before you about the ac-
tivities of the Office of Inspector General (OIG) and the programs and operations
of the Export-Import Bank (Ex-Im Bank) as it relates to Export-Import Bank Reau-
thorization. Before I continue, I would like to thank the Almighty for this oppor-
tunity, my family, and the members of the Ex-Im OIG staff for their hard work.

I. Ex-Im Bank

The Ex-Im Bank is the official export credit agency (ECA) of the United States.
Ex-Im Bank supports the financing of U.S. goods and services in international mar-
kets, turning export opportunities into actual sales that help U.S. companies of all
sizes to create and maintain jobs in the United States. Ex-Im Bank has programs
to address short, medium, and long-term needs of exporters; assuming the credit
and country risks that the private sector is unable or unwilling to accept. Ex-Im
Bank also helps U.S. exporters remain competitive by countering the export financ-
ing provided by foreign governments on behalf of foreign companies. At the same
time, Ex-Im Bank must safeguard taxpayer resources by determining that there is
a reasonable likelihood of repayment with respect to each of its transactions.

Ex-Im Bank is experiencing unprecedented growth—achieving 3 straight years of
record authorization levels. Ex-Im Bank is projecting another record year in
FY2011. For the first 6 months of FY2011, Ex-Im Bank reported $13.4 billion in
new authorizations. Ex-Im Bank has achieved this increase with basically the same
staffing level for the past decade. This not only demonstrates the commitment,
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knowledge, and expertise of the staff at Ex-Im Bank, but also the need in the mar-
ket for Government-supported export financing in this very competitive and difficult
credit market.

II. Ex-Im OIG

Ex-Im OIG was statutorily created in 2002 ! but the Inspector General did not of-
ficially take office until August 2007. Since reaching current staffing levels, the OIG
has achieved noticeable success in performing its statutory duties. Specifically, the
OIG has issued twenty (20) audit and special reports containing eighty-five (85)
findings, recommendations, and suggestions for improving Ex-Im Bank programs
and operations. Our investigative efforts have resulted in a number of law enforce-
ment actions, including: sixty-four (64) indictments and arrests; nine (9) convictions,
fourteen (14) guilty pleas; and over one hundred and ninety-one (191) management
referrals for enhanced due diligence actions. Since 2009, the total overall OIG finan-
cial impact is approximately $250 million. Currently, the OIG is investigating thir-
ty-seven (37) open matters representing approximately $348 million in claims paid
by Ex-Im Bank (or around 15.3 percent of all Ex-Im Bank claims paid as of the end
of FY2010). All of this has been accomplished with a very modest annual budget
of $2.5 million and a staff of 11 professionals.

II1. Competitiveness: Operational Areas

In order to better meet export credit needs of the American exporters and improve
the customer service experience of its participants while balancing its responsibil-
ities, it is our opinion that Ex-Im Bank needs to address some operational weak-
nesses and challenges it is facing. We believe that addressing these operational
weaknesses and challenges would provide Ex-Im Bank with a more efficient capa-
bility to create and maintain jobs in the United States. Besides increasing staffing
levels to reflect the growth in authorizations, some of the challenges Ex-Im Bank
needs to address are:

o Inefficient and Ineffective Information Technology (IT) Platform. Ex-Im Bank
uses an ineffective, inefficient, and fragmented IT platform and infrastructure
composed of several systems and databases. These systems and databases do
not effectively and accurately interface with each other—compromising data in-
tegrity, duplicative information, and creating unreliable files. Further, these
systems make data mining burdensome and time consuming.

o Ex-Im Bank lacks an end-to-end IT system that allows for seamless manage-
ment of applications/files and flow of information within the Bank and would
allow different components within the Bank to work on the same files at the
same time from the same platform.

e Ex-Im Bank lacks a centralized and comprehensive participant database that
would allow the Bank to capture and track all the participants (lenders, buy-
ers, exporters, suppliers, brokers, agents, and others) involved at different
transactions at any given moment in time. This weakness prevents Ex-Im
Bank and our office from conducting effective forensic analysis to identify pos-
sible patterns in transactions.

Because the IT platforms do not fully meet business and operational needs,
Ex-Im Bank divisions and components have created subsequent data sub-
systems to address the specific needs of that office or division. Some of these
subsystems require manual input of data and do not interface with Ex-Im
Bank’s main IT infrastructure creating additional data repositories.

o The above described IT system fragmentation creates a number of operational

consequences for the Ex-Im Bank:

delays in approval of transactions
data integrity issues (due to manual input or updates of data)
multiple data storage locations

burdensome and somewhat ineffective management of applications and as-
sets

e Develop Performance Standards and Metrics for Programs and Products. Ex-Im
Bank has not developed annual performance plans or product performance
metrics in order to properly quantify the effect and success of its products. Ex-
Im Bank should develop these metrics in short and medium term products in
order to determine whether

1Export-Import Bank Reauthorization Act of 2002, P.L. 107-189, Sec 22 (June 14, 2002).



27

the product is achieving the intended results;
the product is reaching the intended audience;
the marketing strategy is effective;

the product is similar or more competitive than programs offered by other
ECAs;

the product should be altered or eliminated,;

acceptable levels of defaults and claims have been established;
levels of defaults and claims should be improved; and

e changes in original implementation strategies are needed.

e Continue Efforts to Expand Small Business Participation. Ex-Im Bank charter
imposes a twenty (20) percent small business participation requirement of all
of the authorizations every year. Ex-Im Bank has exceeded this mandate in the
last 2 years and it is expecting to surpass it again in FY2011. Ex-Im Bank has
been able to achieve its mandate by

e conducting Export Forums throughout the United States;

e developing partnerships with different lenders, local governments and indus-
tries;

creating products specifically for small businesses (Global Access, Express In-
surance, and Reinsurance products); and

continuing collaboration and cooperation with other agencies, including the
Small Business Administration and Department of Commerce, in order to
reach out to small businesses. Enhancing export opportunities requires the
participation, training, and collaboration of other Federal agencies. The Na-
tional Export Initiative addresses and encourages collaboration between agen-
cies.

e Continue Efforts to Expand Renewable Energy Products and to Create Clean
Energy Export Opportunities. Ex-Im Bank charter contains a Renewable En-
ergy mandate of ten (10) percent of all the authorizations every year. Ex-Im
Bank has not met this mandate yet, mainly due to the fact that the renewable
energy exports have not reached significant numbers (compared with the size
of Ex-Im Bank’s portfolio). Nonetheless, Ex-Im Bank has taken a proactive ap-
proach in developing renewable energy specific products such as Solar Express,
as well as reaching out to local companies such as wind and solar manufactur-
ers.

e Improve Operational Efficiency by Reducing the Time it takes to Approve Short
and Medium Term Transactions. Some Ex-Im Bank participants have com-
plained in the past about the approval times and process. Reducing the time
it takes to approve transactions would allow American exporters to develop bet-
ter relationships with clients and customers, would encourage borrowers and
sellers to use Ex-Im Bank, and would improve the services Ex-Im Bank pro-
vides to its users.

e Absence of systematic approach to measure customer satisfaction. Ex-Im Bank
does not conduct customer satisfaction surveys on a regular basis. Customer
surveys provide valuable insight into customer priorities, perceptions of Ex-Im
Bank performance, areas for improvement, and other ECA best practices. On
April 27, 2011, President Obama issued Executive Order 12862 instructing Fed-
eral agencies (including independent agencies) to develop a customer service
plan to streamline service delivery and improve customer experience. To this
end, we recommend that Ex-Im utilize customer surveys to validate the prior-
ities of its customers and the Bank’s performance.

IV. Other Observations From OIG Cases and Reports

Ex-Im Bank has the important responsibility of providing export financing in a
very difficult credit environment while also protecting the taxpayers, the integrity
of its programs, and the full faith and credit of the United States. In conducting
our audits, evaluations, inspections, and investigations, the OIG has conveyed to
Ex-Im Bank the following observations developed from transactions and programs
under the OIG purview.

e Enhance Due Diligence and Credit Underwriting Practices (specifically for
Short and Medium Term programs) and Improve Training Efforts to Address
the Surge in Applications under a Decentralized Application Approval Process.
Currently, Ex-Im Bank uses a decentralized underwriting process. Given the
lessons learned from the Medium Term program, the surge in the number of
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transactions, and insufficient credit information and history from borrowers in
some regions, it is vital that Ex-Im Bank enhance due diligence practices in
order to better identify fraudulent transactions. With Individual Delegated Au-
thority (IDA) as high as $10 million, Ex-Im Bank needs to develop effective poli-
cies, procedures, and compliance practices to assess effectiveness of the delega-
tions. Some of these policies should address the following:

e Uniform credit and underwriting standards to be used by all Ex-Im Bank
credit officers.

e At a minimum, Ex-Im Bank should make more frequent use of security inter-
est and sporadic inspections in order to better mitigate risks in programs and
regions where defaults and fraud experience has been high.

e Use of financial statements in programs where defaults and fraud experience
is high. Further, Ex-Im Bank should require independently audited financial
statements in regions where Ex-Im Bank has limited or unfavorable lending
experience.

e Encourage Lender Partners and Participants to Conduct, at a Minimum, Indus-
try Standard Due Diligence on Government Guarantees and Insurance Trans-
actions. One of the patterns our office has observed in conducting our investiga-
tions is the lack of due diligence efforts conducted by lenders, specifically the
ones who have a history of defaulted transactions. Even though there is an ex-
pectation that such efforts have been taken, Ex-Im Bank does not require par-
ticipating lenders to conduct due diligence on their transactions. The OIG has
anecdotal evidence of loan officers in lending institutions expressing their posi-
tion that the lender would not devote resources on due diligence efforts when
there is a Government guarantee and such efforts are not required by Ex-Im
Bank. Although the OIG is not in a position to state that this is a behavior
demonstrated by all lenders, we can certainly state that this “moral hazard”
issue has been prevalent in fraud cases involving multiple transactions. Effec-
tive implementation of “Know Your Customer” practices by lenders could help
in minimizing or preventing the number of fraudulent cases Ex-Im Bank has
experienced.

e Improve Corporate Governance, Business Processes, and Internal Control Poli-
cies and Practices. One of the consistent observations arising out of audits, eval-
uations, and investigations conducted by the OIG are the weaknesses in govern-
ance and internal controls, as they relate to business operations. Internal poli-
cies providing clear guidance to staff and establishing clear roles and authori-
ties are not prevalent at Ex-Im Bank. These areas need to be addressed as part
of creating a better corporate governance culture.

V. Conclusion

Ex-Im Bank has an important role in creating and maintaining jobs by facilitating
exports through export finance products provided to American exporters. Three
years of record export authorization levels only support that role. While Ex-Im Bank
continues to provide export credit and financing as part of its export credit agency
functions, it should work to improve its operational effectiveness and efficiencies in
its quest of achieving the National Export Initiative’s goal of doubling exports in the
next 4 years.

I have highlighted some of those areas based on observations and relevant work
performed by the OIG in order to illustrate the importance of proper management,
oversight of strategies, and to incorporate lessons learned from Ex-Im Bank’s prior
activities. The OIG will continue to enhance its independent oversight role as well
as strengthen its efforts in preventing and detecting fraud, waste, and abuse.

Chairman Warner, Ranking Member Johanns, and Members of this honorable
Subcommittee, thank you once again for the opportunity to testify before you today.
I would be pleased to respond to any questions you may have. Thank you!

PREPARED STATEMENT OF CLAY THOMPSON
DIRECTOR, GLOBAL GOVERNMENT AFFAIRS, CATERPILLAR, INC.

JUNE 30, 2011

Good morning, Mr. Chairman and Members of the Committee. Thank you very
much for the opportunity to be with you today.

For more than 85 years, Caterpillar, Inc., has been a leader in making sustainable
progress possible. With 2010 sales and revenue of $42.6 billion, Caterpillar is the
world’s leading manufacturer of construction and mining equipment, clean diesel
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and gas engines, industrial gas turbines and diesel-electric locomotives. The com-
pany is also a leading services provider through Caterpillar Financial Services, Cat-
erpillar Remanufacturing Services, Caterpillar Logistics Services and Progress Rail
Services. We are headquartered in Peoria, Illinois, and have manufacturing facili-
ties, distribution facilities and offices across the United States. We directly employ
47,000 people in the United States, and our dealers and suppliers employ well over
a hundred thousand more.

Our ability to competitively export from the U.S. has been the key to our success
historically, and never more so than in the current environment. Slow economic
growth in the U.S.—historically our largest market—has been offset in recent years
by strong industry growth in other key markets. In 2010, 70 percent of our sales
were outside the U.S. and we exported $13.4 billion in goods and services, sup-
porting thousands of American jobs directly and through our supplier network,
which includes over 5,000 companies in all 50 States. Our ability to successfully
compete globally from a significant U.S. production base is vital to defending our
global leadership position. We are fully committed to that U.S. production base, as
evidenced by our $1.5 billion investment this year alone in constructing and expand-
ing U.S. production facilities.

Ex-Im Bank has played a role in facilitating our exports and that role is growing.
From 2006 to 2009, the Bank funded $200 million in Caterpillar equipment exports.
In 2010, the Bank financed $100 million in Caterpillar exports, and we expect to
exceed that level in 2011. We greatly appreciate the hard work and dedication of
Ex-Im employees that has contributed to this support.

Ex-Im and other Export Credit Agencies played an important role in the recovery
from the recent financial crisis. During this time, we’ve seen commercial lenders,
especially in large project finance, become more risk reticent and capital-con-
strained. In that environment, ECA’s such as Ex-Im have stepped forward and have
helped facilitate international trade finance in a significant way.

We anticipate the role of Ex-Im will become even more critical going forward.
Competition for global leadership in our industry is playing out right now in mar-
kets like Asia, Africa, and Latin America. Our global competitors, like us, recognize
the strategic importance of these markets. Construction of infrastructure such as
roads, ports, rail, and distributed power—as well as support of large mining
projects—are key drivers of our product sales. Often, the countries in which this
type of development is most needed are also the countries where un-enhanced com-
mercial financing is least available. Ex-Im is a critical tool that can be used to gain
market access in emerging high-growth markets where commercial banks need cred-
it enhancements to support large project loans and augment commercial bank capac-
ity. We're also concerned that new capital requirements and associated regulations
will further inhibit commercial lenders’ appetite to take on these projects.

Meanwhile, we’re seeing other sovereign Export Credit Agencies aggressively tar-
geting these markets on behalf of competitors, creating a potential competitive dis-
advantage for us and others exporting equipment from the United States. In terms
of the size and level of aggressiveness of global ECA activity, the United States is
being left behind.

According to the Coalition for Employment Through Exports, Ex-Im’s 2010 com-
mitments totaled approximately $25 billion. In contrast, the Japanese export credit
agencies committed last year well over $100 billion in support of their exporters and
the Chinese over $300 billion.

Make no mistake, Ex-Im is a valuable tool for U.S. exporters, including Cater-
pillar. However, you probably recognized from the numbers cited above, we have not
utilized Ex-Im to a very great extent—especially considering the percentage of our
exports financed through the Bank. Ex-Im could be much more effective and more
competitive with other global ECA’s.

To enable this success, certain structural changes are necessary. Implementing
these changes would remove the self-imposed constraints that keep Ex-Im from
being as effective as it can be. There are three such issues that are most relevant
to Caterpillar.

First, the Bank should be reauthorized with an expanded lending limit. With ap-
proximately 90 billion in commitments already outstanding, the Bank is near its
current $100 billion lending cap. Increasing the cap to $160 billion will put the
Bank in a situation where it should not have to decline a qualifying financing oppor-
tunity due to capital authorization concerns. This level of authorization will also
move the Bank closer to leading global ECA’s. No addition to the Federal budget
deficit should result from this authorization, as the Bank’s profitability over the
past several decades should continue in the current environment of global economic
recovery.
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Second, Ex-Im should revise its local content policy which currently constrains its
level of support to the lesser of (a) 85 percent of the export value or (b) the value
of the U.S. content. This level of local content requirement is completely out of line
with the rest of the world. The next lowest supportable percentage, in Austria, is
50 percent. The Bank, itself, concludes in its 2010 Competitiveness Report:

As Ex-Im Bank is the only G-7 ECA that does not allow for any direct sup-
port of foreign content and doesn’t consider other factors (e.g., national in-
terest) when determining its level of support, Ex-Im Bank’s foreign content
policy is increasingly less competitive relative to other G-7 ECAs.

We agree.Our large mining trucks sole-sourced from Decatur, Illinois, for example,
have local content between 75-88 percent. In many deals in the strategically impor-
tant market of Indonesia, our off-highway mining trucks compete head-to-head with
trucks built and shipped out of Komatsu City, Japan, or Chennai, India. Because
their production facilities are closer to Indonesia, our Asian competitors already
have an advantage in quoting these deals due to lower transportation costs. Ex-Im’s
inability to provide full financing support because our local content is 80 percent,
rather than 85 percent, puts us at an even bigger competitive disadvantage against
Japanese and Indian competitors partnering with their respective Export Credit
Agencies. Lowering the local content requirement to a more competitive level will
allow Caterpillar customers to use Ex-Im financing to a greater degree, thus sup-
porting thousands of jobs in our U.S. assembly facilities and within our supplier
base.

We disagree with those who argue that lowering the local content requirements
will directly result in the loss of jobs in the U.S. At Caterpillar, we select and de-
velop suppliers based on criteria that will allow us to be globally competitive. Thus,
we evaluate a supplier’s ability to deliver a quality product, quickly, at a competitive
cost. On that basis, the local content in our U.S. assembled product typically ranges
anywhere from 65 to 88 percent. The primary impact of lowering the local content
requirement will be to make more U.S.-assembled product eligible for Ex-Im sup-
port—thus expanding export and job opportunities for our U.S. assembly facilities
and supply base. In a recent report, the highly respected and nonpartisan Peterson
Institute for International Economics notes, “an alignment of Ex-Im’s domestic con-
tent requirements with other ECAs will encourage additional U.S. exports and ex-
pand the overall export base.”

Finally, although we understand it may be outside the jurisdiction of this Sub-
committee, no discussion of Ex-Im Bank competitiveness would be complete without
at least mentioning the barrier created by cargo preference requirements. A congres-
sional Resolution enacted for security purposes in 1934 requires U.S. Government-
financed transactions to be shipped in U.S. flagged vessels. The Bank interprets the
resolution to require that most transactions receiving direct loan or guarantee sup-
port from Ex-Im must be shipped by U.S. flagged vessels. The supply of U.S.-flagged
vessels is heavily constrained, resulting in cost increases and time delays that cus-
tomers are simply unwilling to accept.

Let’s take an example from an actual transaction that is currently pending. In a
$200 million dollar proposed sale of U.S.-sourced equipment in Indonesia, very simi-
lar to the one I cited above, the incremental freight cost driven by the U.S.-cargo
restriction is $6 million, or roughly 3 percent of the total transaction cost. As you
can imagine, in a competitive bidding situation, customers view this incremental
cost as unacceptable. In fact, we are often asked by customers and dealers to source
product from other locations so that customers can leverage less-restrictive ECA fi-
nancing outside the United States.

For Ex-Im Bank to become a truly competitive ECA that fully supports U.S. ex-
porters and their employees, the cargo restrictions must be lifted.

In conclusion, I would like to repeat that Caterpillar believes that Ex-Im is a good
institution staffed by dedicated and hard-working employees. The Bank, however,
is constrained by several structural inhibitors that keep it from being globally com-
petitive. Raising the Bank’s authorization level, relaxing the local content require-
ments, and doing away with the cargo preference requirements will improve com-
petitiveness and support U.S. job growth going forward.

Thank you for your time and attention.
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Chairman Warner, Ranking Member Johanns, and Members of the Committee,
thank you for the opportunity to testify on the reauthorization of the Charter of the
United States Export-Import Bank. I am Douglas Norlen, Policy Director, Pacific
Environment, a Pacific Rim-based nonprofit organization. In this capacity, for 15
years I have focused on the environmental and social impacts and reforms of public
and private finance institutions, with a specialization in export credit agencies, in-
cluding Ex-Im Bank. I am pleased today to speak about three areas of reforms we
believe are necessary to improve the effectiveness of Ex-Im Bank: agency account-
ability, climate change, and promotion of renewable energy.

Agency Accountability: Congress should require Ex-Im Bank to establish an inde-
pendent accountability mechanism. Such mechanisms are increasingly the norm at
public finance institutions such as the World Bank, International Finance Corpora-
tion, Asian Development Bank, European Bank for Reconstruction and Develop-
ment, Japan Bank for International Cooperation and the U.S. Overseas Private In-
vestment on financial problems, such as fraud, waste and abuse, and internal econ-
omy, efficiency and effectiveness. In contrast, independent accountability mecha-
nisms receive and assess complaints from people and communities who claim to be
adversely affected by the projects or activities supported by a particular public fi-
nance institution because of a violation of the institution’s own policies and proce-
dures.

An accountability mechanism at Ex-Im Bank could have three functions. One is
to address complaints by affected people seeking to resolve problems with Ex-Im-
supported activities. The purpose of this so-called “problem-solving” or “conflict reso-
lution” function is not only to address existing complaints about real or potential
harm from Ex-Im Bank activities, but also to prevent such harm from escalating
or occurring at all. An example of this might be an Ex-Im Bank-supported mining
project that has failed to compensate local people for use of their land. In this exam-
ple, the affected communities might seek compensation through a problem-solving
initiative. Instead of the community members feeling frustrated when attempts to
raise concerns at the local level go unanswered, which, in turn, can lead—and has
led—to drastic actions such as a roadblocks to bring attention to their complaint,
an Ex-Im Bank problem-solving mechanism would allow the complainant and the
Ex-Im Bank client to enter into a structured dialogue with the help of a mediator
to effectively address the issues.

The second function would be compliance review, where the complainant may
seek an independent review of the Ex-Im Bank’s operation to determine whether
Ex-Im Bank has violated its own policies and procedures. The purpose of compliance
review is to identify issues of noncompliance with Ex-Im Bank policy as early as
possible so that Ex-Im Bank can make timely adjustments to address any issues of
noncompliance, and to provide the Ex-Im Bank Board of Directors with findings so
that case-specific and systemic issues of noncompliance may be effectively ad-
dressed.

The third function would be to provide advice to management on policies, proce-
dures, guidelines, resources, and systems established to ensure adequate review and
monitoring of projects.

As with other such accountability mechanisms, Ex-Im Bank’s mechanism must
have appropriate safeguards for independence. The mechanism should be inde-
pendent from line operations and management and report only to the Board so that
Ex-Im Bank management takes no part in the mechanism’s operation or oversight.
The mechanism should operate in an accessible manner such that affected people
could choose to directly access either the problem-solving or compliance review func-
tions through a simple and timely complaint process. The mechanism should also
operate in a transparent manner with a public registry of complaints and clear rules
of procedure. Further, the mechanism should be empowered to issue public follow-
up monitoring reports after agreements are reached through problem solving and
after issuance of findings of noncompliance. The mechanism should also be able to
conduct among clients and affected communities.

An important purpose of these compliance and problem-solving mechanisms is to
ensure greater likelihood of project support by local communities, which in turn cre-
ates a stable environment for business enterprise and more successful project out-
comes. Independent accountability mechanisms are good governance tools that ulti-
mately decrease project risk to Ex-Im Bank and its clients.
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In our 15 years of experience engaging the Bank on specific projects of concern
in Africa, the Caucuses, Latin America, Asia, and Russia, the agency’s response to
those that bring evidence of policy violations has been a so-called “open door” policy.
This practice falls short, for while concerns can be voiced, a substantive agency re-
sponse in writing is not required, nor is demonstrated evidence of compliance rem-
edies. When the agency offers its own interpretation of compliance, it becomes its
own judge and jury. By contrast, independent accountability mechanisms provide
the agency, Congress, and the public an unencumbered independent review of agen-
cy compliance and recommendations for problem solving and corrective measures.

A good example of the need for an independent accountability mechanism is the
Baku-T’blisi-Ceyhan (BTC) pipeline project transecting Azerbaijan, Georgia, and
Turkey. In March, 2011, the British Government issued a report which found that
the project sponsor, BP, failed to act on reports of human rights abuses by project
security personnel including complaints of intimidation measures used against af-
fected communities in Turkey. The report followed a complaint brought by non-
government organizations that say public funders, including Ex-Im Bank, knew
about the intimidation, but failed to check whether BP had procedures in place to
address and remedy the violations. !

Years earlier, complaints were filed to the International Finance Corporation Of-
fice of Compliance Advisor/Ombudsman concerning environmental impacts on the
BTC project, resulting in increased public consultation.2 In 2006, a claim was
brought to the OPIC Office of Accountability regarding BP’s withholding of informa-
tion on the failure of the BTC pipeline anticorrosion coating, resulting in improved
project monitoring on BTC and other projects.3 However, Ex-Im Bank, which also
financed the BTC project, provides project-affected communities with no inde-
pendent accountability mechanism.

Pacific Environment can provide the Committee with numerous other examples.

We strongly support the language on the creation of an Ex-Im Bank account-
ability mechanism that is included in the House Ex-Im Bank reauthorization bill
that passed the House Financial Services Committee last week by voice vote. We
would ask only for the inclusion of a requirement that Ex-Im Bank report to Con-
gress in 6 months and 1 year after passage of the bill on its efforts to establish such
a mechanism so that the House and Senate authorizing committees can more read-
ily carry out its appropriate oversight responsibilities.

Meanwhile, Congress should improve Ex-Im Bank’s accountability on fraud and
corruption. Ex-Im Bank’s Office of Inspector General (OIG) has expressed increasing
concern about fraud and corruption, including such problems associated with Ex-Im
Bank’s growing number of delegated authority lenders (financial intermediaries).
The OIG recently issued a report which found that Ex-Im Bank’s Nigerian Banking
Facility supported a private bank whose Managing Director was removed from office
for financial malfeasance by the Central Bank of Nigeria 